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KEY ECONOMIC INDICATORS 


All values in million U.S.$ Exchange rate as of September 1974 
unless otherwise stated. U.S. $1.00 = Quetzal 1.00 


% Change 
Jan.-June | % Change |Jan.-June 
1974 __|1973/1972 |1974/1973 


GDP at Constant 1958 Prices ‘ NA 7.6** 
Per Capita GDP, Constant 1958 Prices NA 3.8 
Investment as a % of GDP : é NA ~ 
Electricity, Total Sales (million kwH) . 10.8 
Private Construction, Authorized* ; 5 3130 
Industrial Production Index (1964=100)4/ 10.8 


Money, Prices and Finance 
Money Supply in Hands of Public: 23.2 
Currency 20.3 
Sight Deposits 26.2 
Total Government Current Receipts 15,3 
Total Government Expenditures 9.0 
Public Debt Outstanding 
Domestic 
External 
Prices 
Consumer Index (1946=100) *4/ 
Wholesale Index (1950=100) *4/ 


Balance of Payments and Trade 
Balance of Payments 
Current Account 
Capital Account 
Net International Reserves 
(- means increase 
Total Exports, fob-— 
Coffee2 
Cotton 
Bananas! 
Sugar 
Meat 1 
Total Imports, cif— 
From U.S. 
Trade with CACM 
Exports, fob 
Imports, cif 


*In the capital city only. ** Preliminary 
1/ Officially revised or adjusted figure 
2/ All 1973 trade data is preliminary 


3/ Includes $5m. in Treasury Letters, redeemable in FY 1974, 
4/ Average for the period. 


5/ Includes soluble coffee 
NA - not available 





SUMMARY 


The Guatemalan economy today is in the process of adapting to the various 
problems that have emerged at the world economic level in the past several 
years. It is thus passing from boom conditions to a period of more moderate 
growth, Falling world demand for certain of Guatemala's products combined 
with the continuation of world inflation point to a growing, but manageable, 
balance of payments deficit, Because price inflation domestically is out- 
pacing wages, consumer demand, and in its trail industrial production, is 
moderating. The combination of these developments has placed strains on 

the Government's fiscal structure, which in turn has prompted the Government 
to adopt a policy of austerity. Understandably, in such circumstances the 
commercial credit situation is likely to tighten. Such trends do not lead 
to a recession, however. Among the factors working against a serious slump 
are industrial expansion and construction projects now underway. For a 
variety of reasons, U.S. traders, who have recently won an expanded share 

of the Guatemalan market, are in a better position to defend themselves than 
are their competitors, Attractive product areas include agricultural ma- 
chinery, hotel equipment and hospital equipment. New foreign investors will 
find the traditionally hospitable climate unchanged. Work now in process 

to revise regional private investment policies should be followed closely 

by potential investors, however. 





Current Economic Situation and Trends 
SNe ae EEEnennen enna 


The Setting: A Boom is Dampened 


1. The modern sector of the Guatemalan economy is closely caught up in 

the world economy. Both its exports and its imports are each equivalent 

to almost 20% of the Gross Domestic Product. Accordingly, it should come as 
no surprise that the difficulties that today beset the developed countries 
are found reflected in Guatemala and that the outlook for this economy is 
less vibrant than seemed probable last year. 


2. By way of background, from late 1971 through the first third of this 
year the Guatemalan economy surged. Real economic growth approached the 8% 
rate in 1973. This surge, which was fed by the world commodity boom, ex- 
panding foreign tourism and a sharp increase in public sector investment, 
eventually spread through all sectors of the economy. Given the pattern of 
such growth, it theoretically should have continued well into the present 
forecast period. Unfortunately, the pattern has been undercut by world in- 
flation, sluggish growth in the developed world with a resultant dampening 
of demand for Guatemalan products, the petroleum crisis and the interaction 
of all of these factors on the Government's fiscal structure. Perhaps the 
most serious of these problems has been inflation because, until the present, 
Guatemala has had a very nearly unique history of price stability and thus 
has had no experience in coping with a price spiral. (Whereas in early 1972, 
the wholesale price index stood only 18% above the 1950 level, between July 
1973 and August of this year it jumped 31%.) While some domestic causes do 
underly this extreme rate of inflation, other important factors have been 
the impact of world inflation (we estimate that world inflation pushed up 
Guatemala's import bill about 18% in 1973) and more recently of the petroleum 
price increase, Although wages have risen in response to such price move- 
ments, they have probably not kept pace. The result has been a noticeable 
slackening of consumer demand in recent months. Sluggish demand abroad has 
taken its toll on the local economy by depressing some commodity prices and 
by causing a falling off in the number of foreign tourists. The combination 
of inflation and a less than vibrant economy in turn has placed strains on 
the Government's fiscal structure by holding down certain revenues and con- 
tributing to serious cost overruns, 


3. To cope with its own direct problems and those of the economy at large, 
the Government has proposed a complex package of anti-inflationary and 
revenue generating measures. In confronting the price spiral, the Government 
has raised the wages of the lower ranks of the civil service and has urged 
that the private sector follow suite (which, as implied above, many firms al- 
ready have done). It has also revamped its agricultural credit and price 
support programs with a view toward stimulating the production of basic 
grains. And it has frozen the prices of a wide range of "popular consumption" 
items and industrial inputs. To support the wage increase as well as to 
cover its cost overruns, the Government has proposed, and Congress in mid- 
September approved, a tax package that, among other things, sharply increases 
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the rates of transaction (stamp) and cigarette/beer/liquor taxes and 
creategluxury goods taxes. In addition it has promised austerity and a 
budget for 1975 that will not significantly exceed the 1974 level. 


4, The current situation thus can be described as a year that began on 

the tail of a boom, met increasing resistance from inflation and weakening 
foreign demand, stumbled on fiscal problems and ended with a growth rate 
below expectations. Current forecasts for the growth of the gross domestic 
product in 1974 hover around 6% (real terms). Not bad, but almost two 
points below the rate achieved last year. 


The Trends During the Year Ahead: There Will Be Growth But It Will 
Be Below the Economy's Potential 


5. Because Guatemala is so closely linked to the world economy, in dis- 
cussing probable trends it is useful to begin with the country's foreign 
trade, Significant inventory accumulation during the past year - prompted 

by fear both of continued inflation and of scarcities - suggests that the 
volume of imports during the coming year will remain stable, and perhaps 

may decline. The import bill will rise sharply, however, because of higher 
oil prices and the continuation of inflation in the developed world. Since 
the commodity boom has crested for some products (coffee and meat) but not 
for others (sugar and cotton) export earnings will continue to rise but below 
the rate of import payments. (A sluggish regional demand for the country's 
manufactures is also assumed in this forecast.) The net result could be a 
trade deficit that approaches $100 million. Net international reserves will 
fall by a lesser amount given the capital account outlook; not only will the 
drawdown of official foreign assistance continue to rise but the country has 
not yet touched available medium and long-term sources of credit. Accordingly, 
it can be expected that net international reserves at the close of the fore- 
cast period will probably be equivalent to about three months' import payments 
(about $150 million); as of June 1974 they were sufficient for about five 
months' payments, Guatemala thus will continue to enjoy a fairly strong 
balance of payments position; the probability of a return during the period 
to import and exchange controls seems slim, unless the long-term outlook 
clarifies markedly - and for the worse, 


6. While continuing at current high levels, public sector investment will 
not be the motor of accelerating growth that it has been in recent years, 
(Central government investment spending rose 43.5% during July 1973-June 1974 
relative to the corresponding 1972-1973 period.) Expenditures will level off 
in response to the Government's efforts to cope with its fiscal problems 
through an austerity program. Given the unavoidable push of operation ex- 
penditures, especially during an inflationary period, this policy may even 
mean a reduction in the absolute level of investment spending (in real terms 
it certainly means a reduction). The combination of additional tax revenue 
and austerity also will mean a reduction in deficit financing (which could 
reach over $60 million in 1974). Balance of payments deficit and near 
balance on the fiscal accounts in turn imply the emergence of a monetary con- 
traction, other things being equal. Such a development would constitute a 
sharp reversal of the trends of the past three years, Most probably, however, 





if the contraction threatened to seriously affect overall economic activity, 
the Bank of Guatemala (the central bank) would attempt offsetting policies. 
Given the current concern with inflation, however, any such expansive 

policies would probably be approached with caution. Since demand for credit 
will be sustained by the need to finance higher priced imports and inventories, 
the outlook would seem to involve a tighter credit situation than that which 
has held in recent years. Commercial bank free reserves will tend to dis- 
appear during the period. 


7. Cost-push inflation will continue, with the average for the period ap- 
proaching 15%. The three main factors underlying this outlook are a $50 
million increase in the country's petroleum bill (relative to the previous 
period), an increase in other import prices above that registered during the 
past year (perhaps as high as 20%) and the higher indirect tax rates and new 
taxes, Moderating the impact of continued inflation on the mass of Guate- 
malans is the possibility of a moderate decline in the price of basic grains; 
the harvest outlook at this time is fairly bright. Price controls, while in 
force, will also buffer the public from the cost-push process; they cannot 
contain it indefinitely, however. Spurred by both Government policy and ob- 
vious need, wages are likely to rise substantially during the forecast 
period, Even if they eventually match the rate of inflation, however, they 


sluggish. As implied in the trade forecast, consumer demand in the rest of 
Central America for Guatemalan goods will also be less vibrant than in the 
recent past. In the face of only moderate demand and tighter credit, some 
plans for business expansion will be held in abeyance. Projects now underway 
will be carried to completion, however. The combination of ongoing business 
expansion and a lesser increase in production points to a reduction in the rate 
of plant utilization. (Since the rate had recently pushed above 80% - our 
estimate - this development would restore a necessary degree of flexibility 

to industry.) As in the case of industry, the overall situation will tend to 
dampen new construction plans. Nevertheless, construction projects underway 
will sustain the sector at near capacity through most of the forecast period, 
In sum, the completion of business expansion and construction projects con- 
ceived during the recent boom will serve to moderate the impact of the problems 
that are emerging in the forecast period. 


8. The outlook for the forecast period thus is for a further reduction in the 
growth rate (although precise estimates are misleading at this point, an ap- 
proximation of 5% in real terms seems defensible), a continuation of cost-push 
inflation, some weakening of the balance of payments and a leveling off of 
public sector activity. It should be noted that this is not a description of 
a recession, Guatemala cannot escape the consequences of the world economic 
crisis but it is doing better than many other medium sized economies, 


9. Beyond the range of the forecast period, several other developments merit 
brief discussion for they point to the possibility of major economic changes 

in the long-term. The first development offers a certainty: the nickel mining 
project is now in the construction phase with most machinery orders placed 





and exports will begin in 1977. Second, the Government has adopted a more 
aggressive petroleum policy and expects to negotiate late this year service 
contracts for exploration in the Peten. And finally, the negotiations to 
revitalize the Central American Common Market recently have made great 
strides. It is possible that the member governments will have for considera- 
tion next year a new draft general treaty. 


10. A Non-Economic Variable: Frequently in discussing Latin America, the 
question of economic nationalism emerges. A feeling of nationalism is evident 
in Guatemala as elsewhere, It is, however, among most sectors a well balanced 
and positive force. The Laugerud Government takes pride, as have all recent 
Guatemalan governments, in both stimulating productive nationalism and in 
encouraging private foreign investment. Naturally, the foreign investor must 
also accommodate himself to the environment, 


Implications for the United States 
Notwithstanding the Emerging Problems, Special Factors Favor US 
Business 


11. A return to more moderate growth rates and increased consumer resistance 
in the face of inflation are developments that affect adversely the foreign 
trader and investor. U.S. business will not be alone in confronting those 
problems, however. In fact, certain recent developments suggest that U.S. 
business will actually be able to strengthen its position vis a vis the com- 
petition in the period ahead, 


12. The economic boom enjoyed by Guatemala during the past several years com- 
bined with world monetary readjustments to greatly increase local demand for 
U.S. goods. As revealed by the attached indicators, the absolute level of our 
trade has grown markedly. More significant, our share of the market has finally 
returned to its long-time historical level. After a slow start following the 
devaluation of 1971, American exporters have energetically pursued the Guate- 
malan market, Whereas in 1972, our share of extra-regional imports was 39, 8%, 
in 1973 it rose to 42.8%. Even more impressive has been the growth during the 
first half of 1974 relative to the corresponding period in 1973: 45.5% (pre- 
liminary data) vs 39.3%. Although in the period ahead, the overall level of 
Guatemalan import demand will be growing little, if at all, it should be pos- 
sible for U.S. traders to maintain their newly won relative gains, and with 
effort they should be able to improve upon them, The U.S. availability record 
reportedly is better than that of our competitors and our lower rate of in- 
flation acts in defense of the price competitiveness won by the devaluations, 
The composition of Guatemalan imports could be altered by the taxes on luxury 
goods and the higher automobile taxes recently approved by the Guatemalan 
Government, Obviously, U.S. exporters of certain consumer goods and larger 
automobiles will feel the impact of such measures, Nevertheless, viewed 
broadly, our competition will be more affected for the simple reason that 

they currently have a larger share of the market for these products, 





13. Turning to product lines that seem particularly attractive, agricultural 
machinery deserves special mention. Guatemala has a highly developed and 
expanding commercial agriculture sector. Earnings from the commodity boom 
have stimulated its appetite for modernization. Although the cresting of the 
boom has introduced an element of caution into this market, reportedly many 
planters are determined to push production in order to offset weaker prices 

and higher costs. And that determination will mean increased purchases of 
modern equipment. The recent tourist boom has produced a similar "hold over" 
phenomenon. A large number of hotel projects were conceived during the past 
several years and although the tourist boom itself is moderating, there is no 
Sign that these projects will be halted. Accordingly, there is a good market 
in Guatemalaat the moment for hotel equipment. In the field of public works, 
the Government's new austerity program means that many of its major projects 
(such as a new airport and access highway) may be postponed. The Government 
does plan, however, to push ahead with its hospital construction and refurbish- 
ment program. Hospital equipment will thus be in demand, 


14. 

munity. For the past several years, the excess liquidity in the local banking 
system combined with higher interest rates abroad made both the private and 
public sector uninterested clients for foreign credit. As a monetary contrae- 
tion develops, as is expected, this situation will reverse itself. While our 
high interest rates remain an obstacle, that obstacle will be confronted by the 
competition as well. Consequently, the ground breaking work that many U.S. 
banks have engaged in during the past two years should serve them in good stead, 


15. The relative weakening of Guatemala's balance of payments is another seem- 
ingly negative development that could offer opportunities to certain U.S. 
businesses, There is ample evidence that the balance of payments problem is 
well understood in Guatemala and that in response non-traditional exports are 
being promoted, Especially noteworthy in this regard are textiles, processed 
foods, footwear and candies. For a variety of reasons, would-be Guatemalan 
exporters look to the U.S. market. Usually, in entering that market they need 
and welcome marketing assistance. The opportunities are therefore inviting for 
U.S. distributors, 


16. The implications of the forecast for the new foreign investor are mixed. 
On the one hand, Guatemala traditionally has been and remains receptive to 
foreign investment, as noted above. Foreign capital stands on the same footing 
as does domestic capital and both practice and law support free enterprise. 

This situation is not likely to change. If anything, the possibility of more 
moderate growth should serve to induce an even greater receptiveness to new 
foreign investment, All governments do have investment guidelines, of course, 
and here enters an element of uncertainty. As part of the major effort to 
revitalize the Central American Common Market, the Central American governments 
are currently reviewing their investment policies, including their fiscal in- 
centives policies. Any decisions reached in this regard will obviously determine 
Guatemalan policy. While it is highly unlikely that the new regional investment 
policy will seek to deter foreign investment, it may well seek to guide it to 

new areas, such as the export of non-traditional products. The point is, until 
the new policies are debated and approved, the would-be investor will not know 





for certain the benefits he will receive, the taxes he will pay, etc. and 
should move with caution. Looking to the short-term, although annual 
economic forecasts do not form the basis for investment decisions, it must 
be repeated that the outlook is for less vibrant consumer demand than in 
the recent past and for a tightening of credit. 


i7. Procurement: Since many sales opportunities in Guatemala involve 
public procurement, a word about bidding procedures is in order. All Guate- 
malan Government purchases over $3,000.00 are acquired through open bidding. 
The period in which bids may be filed, however, is often quite limited, 
occasionally precluding U.S. participation, Frequent contact with the Guate- 
malan market is thus a requisite for doing business here, 
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Time Was When 


Today, increased energy costs—caused by in- 
creasing demand—boost the price of consumer 
goods, fuel inflation, and hurt our balance of 
payments. 

That’s why conserving energy is a must today, 
especially for you in the business and industry 
community which uses two thirds of our nation’s 
energy. 


Now .. . there’s a book to tell you how to do 
it. It’s called EPiC—the Energy Conservation 
Program Guide for Industry and Commerce. Pre- 
pared for you by the Commerce Department's 
National Bureau of Standards in cooperation 
with the Federal Energy Administration. 

EPIC is a comprehensive handbook that can 
help you establish or improve an energy con- 
servation program in your organization. 

Not only industry and commerce but also hos- 
pitals, universities, research institutes, ANY or- 
ganization that uses energy—and has to pay 
the bills—will want a copy of EPIC. 


EPIC outlines in detail the steps in setting up 
an energy conservation program. 

It contains a checklist of more than 200 Energy 
Conservation Opportunities—suggestions to save 


U.S. DEPARTMENT OF COMMERCE / National 


energy in a dozen different areas. 


EPIC’s actual case histories of energy saving 
actions help you estimate your potential for 
saving energy—and reducing costs. 

And EPIC contains much more—financial analy- 
sis procedures to evaluate projects, sources of 
information on energy conservation, engineering 
data and factors, an energy conservation bib- 
liography. 

Make EPIC part of your plan to control energy 
use and costs. Make EPIC part of your contri- 
bution to using energy resources wisely . . . so 
we can keep America working and growing. 


To order your copy of EPIC, send $2.50 per 
copy (check, money order or Superintendent of 
Documents Coupons) to Super- 
intendent of Documents, U.S. 
Government Printing Office, 
Washington, D.C. 20402. 
Ask for NBS Handbook 
115, EPIC, C13.11:115. 
Discount of 25% on 
orders of 100 copies or more. 


Bureau of Standards 
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